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$'million
Assets (190 + 370) 560
Goodwill 80
640
Share capital 250
Capital reserve (60 + 200 - 250) 10
Retained profit 140
Liabilities (70 + 170) 240
640

111-800 Disclosures

HKFRS 3 requiresanacquirer to disclose information that enables users of its financial
statements to evaluate the nature and financial effect of business combinations thag
occurs during the period and after the end of the reporting period but before the
financial statements are authorised for issue. To meet the objective in para 59, the¥
acquirer should disclose the information specified in para B64 and B66.

For each business combination that occurs during the period, the acquirer chou'd
disclose the following information (para B64):

(a) the names and a description of the acquiree;
(b) the acquisition date;
(c) the percentage of voting equity equity interest acquirod)

(d) the primary reasons for the business combinatiénand a description off
how the acquirer obtained control of the acquirer;

(e) a qualitative description of the factors that make up the goodwill
recognised, such as expected synergies from combining operations of thel

acquiree and the acquirer, intangible assets that do not qualify for separates
recognition or other factors;

(f) the acquisition-date fair value of the total consideration transferred and
the acquisition-date fair value of each major class of consideration, such as:
(i) cash;

(ii) other tangible or intangible assets, including a business or subsidiary’
of the acquirer;
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(i) liabilities incurred, e.g. a liability for contingent consideration; and
ii : _

: uity interests of the acquirer, including the number of‘ instruments
(i) g? interests issued or issuable and the method of determining the fair

value of those instruments or interests;
for contingent consideration arrangements and indemnification assets:
0
(i) the amount recognised as of the acquisition date;

ii) a description of the arrangement and the basis for determining the
( amount of the payment; and

i an estimate of the range of outcomes (undiscounted) or, if a range

e cannot be estimated, that fact and the reasons why a range cannot be
estimated. If the maximum amount of the payment is unlimited, the
acquirer should disclose that fact;

for acquired receivables:
(i) theiair value of the receivables;
(if) the gross contractual amounts receivable;

{iii) the best estimate at the acquisition date of the contractual cash flows
not expected to be collected;

The disclosures should be provided by major classes of Feceivables, such
as loans, direct finance leases and any other class of receivables;

the amounts recognised as of the acquisition date for each major class of
assets acquired and liabilities assumed;

for each contingent liability recognised in accordance with para 23, the
information required in para 85 of HKAS 37 ”_Provns&ops,_(liom}ngent
Liabilities and Contingent Assets”. If a contingent liability is not
recognised because its fair value cannot be measured reliably, the acquirer
should disclose:

(i) the information required by para 86 of HKAS 37; and
(i) the reasons why the liability cannot be measured reliably;

the total amount of goodwill that is expected to be deductible for tax
purposes;

for transactions that are recognised separately from the anui_sitiqn
of assets and assumption of liabilities in the business combination in
accordance with para 51:

(i) adescription of each transaction;
(ii) how the acquirer accounted for each transaction;

(iii) the amount recognised for each transaction and the‘line item in the
financial statements in which each amount is recognised; and
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(iv) if the transaction is the effective settlement of a pre-existing;
relationship, the method used to determine the settlement amoung,

(m) the disclosure of separately recognised transactions required by (1) shoulq

(n)

(o)

(q)

include the amount of acquisition-related costs and, separately, thg

amount of those costs recognised as an expense and the line item or itemg

in the statement of comprehensive income in which those expenses arg
recognised. The amount of any issue costs not recognised as an expengg!

and how they were recognised should be disclosed;

in a bargain purchase (see para 34 to 36):

(i) the amount of any gain recognised in accordance with para 34 and’

the line item in the statement of comprehensive income in which the
gain is recognised;

(ii) a description of the reasons why the transaction resulted in a gain;

for each business combination in which the acquirer holds less than 100%
of the equity interests in the acquiree at the acquisition date:

(i) the amount of the non-controlling interest in the acquiree recognised
at the acquisition date and the measurement basis for that amount,
and

(ii) for each non-controlling interest in an acquiree measured at its
fair value, the valuation techniques and key model inputs used for
determining that value;

in a business combination achieved in stages:

(i) the acquisition-date fair value of the equity interest in the acquirce
held by the acquirer immediately before the acquisition dateyand

(i) the amount of any gain or loss recognised as a result of reiivasuring
to its fair value the equity interest in the acquiree held b§;the acquirer
before the business combination (see para 42) and\tie line item in
the statement of comprehensive income in which-ihat gain or loss is
recognised;

the following information:

(i) the amounts of revenue and profit or loss of the acquiree since
the acquisition date included in the consolidated statement of
comprehensive income for the reporting period; and

(i) the revenue and profit or loss of the combined entity for the current
reporting period as though the acquisition date for all business
combinations that occurred during the year had been as of the
beginning of the annual reporting period.

If disclosure of any of the information required by this subparagraph is
impracticable, the acquirer should disclose that fact and explain why the

911-800
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disclosure is impracticable. This HKFRS uses the term “impracticable”
with the same meaning as in HKAS 8 “Accounting Policies, Changes in
Accounting Estimates and Errors”.

For business combinations effected lafter the end of the reporting period but before
the financial statements are autho;ls_e?l for issue, the same dlsclpsures men tioned
above should be made unless the initial accounting for the business combination
is incomplete at the time the fin_ancia] §taterf‘lents are authorised for issue. In this
case, the acquirer should describe which disclosure could not be made and the

reason why they cannot be made (para B66).

HKERS 3 also requires an acquirer to disclose information that enables user of its
financial statements to evaluate the financial effects of adjustments recognised in
the current period that relate to business combinations that occurred in the current
or in previous periods (para 61). To meet the pp)ecltive of para 61, HKEFRS 3 requires
an acquirer to disclose the information specified in para 67.

Paragraph 67 requires disclosure of the following information:

(a) if the initial accounting for a business combination is incomplete (see
veva 45) for particular assets, liabilities, non-controlling interests or items
cf consideration and the amounts recognised in the financial statements
for the business combination have been determined only provisionally:

(i) the reasons why the initial accounting for the business combination
is incomplete;

(ii) the assets, liabilities, equity interests or items of consideration for
which the initial accounting is incomplete; and

(iii) the nature and amount of any measurement period adjustments
recognised during the reporting period in accordance with para 49;

(b) for each reporting period after the acquisition date until the entity collects,
sells or otherwise loses the right to a contingent consideration asset, or
until the entity settles a contingent consideration liability or the liability
is cancelled or expires:

(i) any changes in the recognised amounts, including any differences
arising upon settlement;

(ii) any changes in the range of outcomes (undiscounted) and the reasons
for those changes; and

(iii) the valuation techniques and key model inputs used to measure
contingent consideration;

(c) for contingent liabilities recognised in a business combination, the
acquirer should disclose information required by para 84 and 85 of HKAS
37 for each class of provision;

(d) a reconciliation of the carrying amount of goodwill at the beginning and
end of the reporting period showing separately:

‘_-_‘—_—_
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(i) the gross amount and accumulated impairment losses at thg
beginning of the reporting period; :

(if) additional goodwill recognised during the reporting period, excepg
goodwill included in a disposal group that, on acquisition, meets thg
criteria to be classified as held for sale in accordance with HKFRS 5
“Non-current Assets Held for Sale and Discontinued Operations”;

(iii) adjustments resulting from the subsequent recognition of deferreg
tax assets during the reporting period in accordance with para 67,

(iv) goodwill included in a disposal group classified as held for sale
accordance with HKFRS 5 and goodwill derecognised during the
reporting period without having previously been included in g
disposal group classified as held for sale;

(v) impairment losses recognised during the reporting period iy
accordance with HKAS 36 (HKAS 36 requires disclosure of information §
about the recoverable amount and impairment of goodwill in addition ¥
to this requirement);

(vi) net exchange rate differences arising during the reporting period
in accordance with HKAS 21 “The Effects of Changes in Foreign
Exchange Rates”;

(vii) any other changes in the carrying amount during the reporting
period;

(viii) the gross amount and accumulated impairment losses at the end ot
the reporting period;

the amounts and an explanation of any gains or losses recognised 1 the
current reporting period that both:

(i) relate to the identifiable assets acquired or liabilities assumed in a
business combination that was effected in the current or previous
reporting period; and

(ii) are of such a size, nature or incidence that &iscidsure is relevant to
understanding the combined entity’s finantial statements.

1111-850 Sample disclosures

An example of an accounting policy for the acquisition method and goodwill
acquired in a business combination is shown below:

“The acquisition method is used to account for the acquisition of subsidiaries.
The cost of an acquisition is measured as the fair value of the assets given,
equity instruments issued and liabilities incurred or assumed at the date of
exchange. Acquisition-related costs are expensed when incurred. Identifiable

§11-850

© 2015 Wolters Kluwer Hong Kong Limited

mbinations 147

gusiness CO

assets and liabilities assumed in an acquisition are measured initially at their
fair values at the acqmsmon daFe. The excess of thle f:ost of aCC]I.J].SltIOH over
the Group’s interest In th_e net falr‘value of the subsidiary’s identifiable assets
and liabilities acquired is recognised as goodwill. If the cost of acquisition
is less than the Group’s intei_'est in the net fair value of the subsidiary’s
identifiable assets and liabilities acquired, the resulting gain is recognised
immediately in profit or loss on the acquisition date.

Goodwill on acquisitions of subsidiaries is allocated to cash-generating units
and is tested annually for impairment and carried at cost less accumulated
impairment losses.

On disposal of a cash-generating unit during the year, any attributable
amount of acquired goodwill is included in the calculation of profit or loss

on dispogal.”

4111-90G . -Comparison with International Financial
Reporting Standards

PR3 3 is based on IFRS 3 “Business Combinations”. There are no major textual
a:vierences between HKFRS 3 and IFRS 3. Compliance with HKFRS 3 will ensure
compliance with IF RS 3.
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12 HKFRS 4

“Insurance Contracts”
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412-100 Introduction

An insurance contract is defined in Appendix A of HKFRS 4 as a “contract under
which one party (the insurer) accepts significant insurance risk f1:om another
party (the policyholder) by agreeing to compensate the policyholder if a specified
uncert.in iuture event (the insured event) adversely affects the policyholder”. This
defiariion covers most annuity, medical, life, motor, travel, property, reinsurance
and professiona] indemnity contracts.

accounting practices for insurance contracts have been diverse, and often differ
from practices in other sectors. The objective of HKFRS 4 is to specify the financial
reporting for insurance contracts by any entity that issues such contracts (an
insurer) until the second phase of the project on insurance contracts is completed.
In particular, HKFRS 4 requires:

(a) limited improvements to accounting by insurers for insurance contracts;
and

(b) the insurer to disclose information about those contracts.

It may be noted that HKFRS 4 is not very substantive in content (since it is just
Phase I of the IASB project on insurance), and is only applicable to the insurer (and
not the insured). Thus, this chapter will just briefly discuss the major provisions
of HKFRS 4.

112-200 Scope

HKFRS 4 applies to virtually all insurance contracts (including reinsurance
contracts) that an entity issues and reinsurance contracts that it holds, and financial
mstruments that it issues with a discretionary participation feature (para 2).

HKFRS 4 does not apply to other assets and liabilities of an insurer, such as financial
assets apc-:I financial liabilities within the scope of HKAS 39 “Financial Instruments:
Recogmtmn and Measurement” and HKFRS 9 “Financial Instruments” (para 3).

Hong Kong Master GAAP Guide 12-200




An entity shall also not apply HKFRS 4 to (para 4):

(@) product warranties issued directly by a manufacturer, dealer or retaj 3
(see HKAS 18 “Revenue” and HKAS 37 “Provisions, Contingent Liabijjig
and Contingent Assets”); '

(b) employers’assets and liabilities under employee benefit plans (see HKAG 18
(2011) “Employee Benefits” and HKFRS 2 “Share-based Payment”) and
retirement benefit obligations reported by defined benefit retirement ps
(HKAS 26 "Accounting and Reporting by Retirement Benefit Plans”);

(c) contractual rights or obligations that are contingent on the future use of
or right to use, a non-financial item, as well as a lessee’s residual vajyg
guarantees embedded in finance leases (see HKAS 17 “Leases”, HKAS ‘;E
“Revenue” and HKAS 38 “Intangible Assets”); '

(d) financial guarantee contracts unless the issuer has previously asserteg
explicitly that it regards such contracts as insurance contracts and
used accounting applicable to insurance contracts, in which case fhg
issuers may elect to apply either HKAS 32 “Financial Instrument
Presentation”, HKFRS 7 “Financial Instruments: Disclosures”, HKAS 3
“Financial Instruments: Recognition and Measurement”, HKFRS §
“Financial Instruments” or HKFRS 4 to such financial guarantee contracts|
The issuer may make that election contract by contract, but the electiog
for each contract is irrevocable;

e) contingent consideration payable or receivable in a business combinatioq
g . p il .
(HKFRS 3 “Business Combinations”); )

(f) direct insurance contracts that an entity holds as a policyholder.

1112-300 Recognition and measurement

The equivalent of HKFRS 4, IFRS 4 “Insurance Contracts” is\RPhase I of IASBs
project on insurance contracts. IFRS 4 (hence HKFRS 4) exempts an insuret
temporarily (until the completion of Phase II of the Insurarce, Project) from some
requirements of other IFRS (hence HKFRS).

Specifically, HKFRS 4 exempts an insurer from applying the requirement in
HKAS 8 “Accounting Policies, Changes in Accounting Estimate and Errors” o
consider the Conceptual Framework in selecting accounting policies for insurang
contracts (para 13). To bring accounting practice for insurance contracts more ifl
line with the Conceptual Framework, HKFRS 4 therefore:

(a) prohibits recognition as a liability of provisions for possible future claims;
if those claims arise under contracts that are not in existence at the end
of the reporting period, such as catastrophe and equalisation provisions
(para 14(a));

912-300
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Insura

uires an insurer to remove insurance liabilities from its statement of

(b) lf;el'i:l ncial position when, and only when, they are extinguished, i.e. when

theaobligation specified in the contract is discharged or cancelled, or

expired (para 14(c)).

4 further requires an insurer to carry out the liability adequacy test

14(b)) Specifical]y, HKEFRS 4 requires an insurer to assess at the end of ea-ach

e eriod whether its recognised insurance liabilities are adequate, using

IEe I-U':mgt?rnates of future cash flows underits insurance contracts. If that assessment

. ﬁt the carrying amount of its insurance lial_ailities are inadeguate, HKFRS 4
:gguvi[jes the entire deficiency be recognised in profit or loss (para 15).

4 disallows offsetting reinsurance assets against related insurance
bilities (para 14(d)). HKFRS 4 also disallows offsetting of income or expense
If;-&:)m reinsurance contracts against the expense or income from the related
insurance contracts (para 14(d)).

HKFRS 4 requires an insurer to consider whether its reinsurance assets are impaired
(para 14(e)) Further, HKFRS 4 provides that a reinsurance asset is impaired if and
¢4

only if:
fa) there is objective evidence, based on an event that occurred after initial

recognition of the reinsurance asset, that the cedant may not receive all
amounts due to it under the terms of the contract; and

(b) thatevent has a reliably measurable impact on the amount that the cedant
will receive from the reinsurer (para 20).

HKFRS4 permits an insurer to change its accounting policies for insurance contracgs
if, and only if, as a result, its financial statements are more relevan_t to the economic
decision-making needs of users and no less reliable, or more reliable and no less
relevant to those needs (para 22). In particular, an insurer must not mtroc_iqce any
of the following practices, although it may continue using accounting policies that
involve them (para 25):

(@) measuring insurance liabilities on an undiscounted basis;

(b) measuring contractual rights to future investment management fees at
an amount that exceeds their fair value as implied by a comparison with
current market-based fees for similar services;

(¢) using non-uniform accounting policies for the insurance liabilities of
subsidiaries.

Further, HKFRS 4 specifically states that an insurer need not change its accounting
policies for insurance contracts to eliminate excessive prudence (para 26). However,
if an insurer already measures its insurance contracts with sufficient prudence, it
should not introduce additional prudence.

Hong Kong Master GAAP Guide 912-300




152 HKFRs 4
e

There is a rebuttable presumption that an insurer’s financial statements wiff
become less relevant and reliable if it introduces an accounting policy that reflectg
future investment margins in the measurement of insurance contracts (para 27
When an insurer changes its accounting policies for insurance liabilities, it may
reclassify some or all financial assets “at fair value through profit or loss”.

Other issues addressed by HKFRS 4 include the following.

(a) An insurer need not account for an embedded derivative separately
fair value if the embedded derivative meets the definition of an insurancg
contract (para 7).

(b) An insurer is required to unbundle (i.e. account separately for) deposit
components of some insurance contracts (e.g. a profit sharing reinsurance
contract where the cedant is guaranteed a minimum repayment of itg
premium) (para 10).

(c) An insurer may apply “shadow accounting” (i.e. account for both
realised and unrealised gains or losses on assets in the same way relative
to measurement of insurance liabilities) (para 30).

(d) An insurer is permitted to use an expanded presentation for insurangce
contracts acquired in a business combination or portfolio transfer (para 31),

(e) Discretionary participation features contained in insurance contracts or
financial instruments may be recognised as a liability or as a separate
component of equity (para 35).

112-400 Disclosures

Enhanced disclosures are required in HKFRS 4 and they are described below.

HKFRS 4 requires an insurer to disclose information that identifies anti explains
the amounts in its financial statements arising from insurance contracis (para 36).

To provide information that helps users understand the recognised amounts in the
insurer’s financial statements arising from insurance contracts, HIKFRS 4 requires
an insurer to disclose the following (para 37):

(a) itsaccounting policies for insurance contracts and related assets, liabilities,
income, and expense;

(b) the recognised assets, liabilities, income, expense, and cash flows arising
from insurance contracts. If the insurer is a cedant, it shall disclose—

~ gains and losses recognised in profit or loss on buying reinsurance; and

- if the cedant defers and amortises gains and losses arising on buying
reinsurance, the amortisation for the period and the amounts remaining
unamortised at the beginning and end of the period.

€12-400 © 2015 Wolters Kluwer Hong Kong Limited
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the process used to determine the assumptions that have the greatest
effect on the measurement of the recognised amounts described in (b), if
practicable, quantified disclosure of those assumptions shall be given;

(©)

(d) the effect of changes in assumptions used to measure insurance assets
and insurance liabilities;

reconciliations of changes in insurance liabilities, reinsurance assets, and,

e 4
(€ if any, related deferred acquisition costs.

HKERS 4 also requires an insurer to disclose information that enables users of
its financial statements to evaluate the nature and extent of risks arising from

insurance contracts (para 38).

specifically, HKFRS 4 requires an insurer to disclose the following (para 39):

(a) its risk management objectives, policies and processes, and the methods
used to manage risks arising from insurance contracts;

(b) those.terms and conditions of insurance contracts that have a material
effccron the amount, timing and uncertainty of the insurer’s future cash
flows;

/¢y information about insurance risk (both before and after risk mitigation by
reinsurance), including information about—

— sensitivity to insurance risk;

- concentrations of insurance risk, including a description of how
management determines concentrations and a description of the
shared characteristic that identifies each concentration;

— actual claims compared with previous estimates, going back to the
period, but not more than 10 years, when the earliest material claims
arose for which there is still uncertainty about the amount and timing
of the claims payment;

(d) information about credit risk, liquidity risk and market risk that
HKFRS 7 would require if the insurance contracts were within the scope
of HKFRS 7; and

(¢) information about exposures to market risk arising from embedded
derivatives contained in a host insurance contract if the insurer does not
measure the embedded derivatives at fair value.

To comply with para 39(c)(i), an insurer shall disclose either (a) or (b) below
(para 39A):

(a) asensitivity analysis that shows how profit or loss and equity would have
been affected if there been changes in the relevant risk variable that were
reasonably possible at the end of the reporting period had occurred; the
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When retrospective application is impracticable, the transitional require
would be applied at the beginning of the earliest period practicable, e.g. thads
control was deemed to be obtained or lost (para C4A and C5A). b

Two illustrations follow to further explain the principles involved with regardy
comparative period reporting: !

lllustration 18.6 — Investee consolidated upon application of HKFRS 1

P Ltd has a financial interest in Z Ltd (a trading company); it does nof
consolidate Z Ltd currently. P Ltd's financial year ends on 31 December and
presents one year of comparatives. P Ltd assesses the need to consolidagg
Z Ltd in accordance with HKFRS 10 from 1 January 2013, its date of initia]
application of HKFRS 10, and concludes Z Ltd should be consolidated :

P Ltd should follow these steps:

(a) It determines that if HKFRS 10 had been effective at the date of ]
acquisition, P Ltd would have obtained control of Z Ltd at that date,

(b) P Ltd measures Z Ltd’s assets, liabilities and NCI according to HKFRS,
3 and determines goodwill as of the acquisition date. \

(c) P Ltd then determines the carrying amounts of Z Ltd’s net assets |

and NCI as of 1 January 2012 as if Z Ltd had been previously H
consolidated. ‘

(d) The difference between the currently determined carrying amount ¢

and the existing carrying amount in Z Ltd at 1 January 2012 s !.

recognised in retained earnings at that date. |

lllustration 18.7 — Investee deconsolidated upon application of
HKFRS 10

P Ltd has a financial interest in S Ltd (a trading company?; i consolidates S Ltd
at present. P Ltd’s financial year ends on 31 December and presents one year
of comparatives. P Ltd assesses whether S Ltd would be consolidated under 1
HKEFRS 10 from 1 January 2013, its date of initial application of HKFRS 10, |
and concludes S Ltd would not be consolidated. ‘

P Ltd should follow these steps: :

(a) It determines that if HKFRS 10 had been effective, control would |
have been lost on 5 October 2010.

18-500 © 2015 Wolters Kluwer Hong Kong Limite®
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p Ltd accounts for the loss of control of S Ltd and measures its
(b) interest as of 5 October 2010 per HKFRS 10.

P Ltd measures its interest in SLtd as of 1 January 2012 in accordance

(€) it the relevant HKFRS.

d) The difference between the currently determined carrying amount
& of S Ltd and the existing consolidated carrying amount at 1 January
2012 is recognised in retained earnings at that date.

718-600 Investment entities: exception to
consolidation

RS 10 provides an exception for ipvestm_c—.‘nt entities fr_om the existing

ement to-consolidate such subsidiaries. An investment entity shall measure
el 11‘estmen* in'a subsidiary at fair value through profit or loss in accordance
B“I;;tﬁl ;IKFRS ¢ “Financial Instruments” (para 31).

A pat>n: shall determine whether an entity is an investment entity. Investment
orE:'V s defined as an entity that (Appendix A and para 27):

(a) obtains funds from one or more investors for the purpose of providing
those investors with investment management services;

(b) commits to its investors that its business purpose is to invest funds solely
for returns from capital appreciation, investment income, or both; and

() measures and evaluates the performance of substantially all of its
investments on a fair value basis.

Entities should also consider whether they contain the ltypical characteristics of an
investment entity, including multiple investments and investors, non-related party
investors, and ownership interests in the form of equity or similar interests (para
28). While these characteristics are not conclusive, an investment entity lacking
such characteristics will be required to disclose the reasons it should be considered
as an investment entity (para 28).

An investment entity will account for its portfolio investments at fair value, even if
ithas a significant influence in the investee. However, HKFRS 1Q dogs not pgrnut
an exception for a non-investment entity parent with a controlling interest in an
investment entity to consolidate that entity. Instead, the non-investment parent
must consolidate all entities that it controls, including those controlled through an
investment entity subsidiary (para 33).

.-—-—‘___—
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118-700 Comparison with International Financia|

paration of Consolidated Financial Statements
Reporting Standards
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HKERS 10 is based on IFRS 10 “Consolidated Financial Statements” Th
. : © : A P R e e A e e e e p g 19-100
no major textual differences between HKFRS 10 and IFRS 10. Complial—me;e |ntr°c_iudlonmof HKFRS 10 319-200
HKFRS 10 will ensure COIT[P]]:EII‘ICE with IFRS 10. | Requ"'emen'ts ....................................................
Requirements OF HKFRS 3 ..ot 1119-300
Basic consolidation ISSUES ..o 1119-400
Combination of financial statements..........cccccoivnniiniinnn, 119-410

119-100 Introduction

The reparation and presentation of consolidated financial statements are
gove'rrl)xed by the requirements of HKFRS 10 “Consolidated Financial Statements”

and HKFRS 3 “Business Combinations”.

119-20C Requirements of HKFRS 10

Consoltdnted financial statements are the financial statements of a group in which
the a»sets, liabilities, equity, income, expenses and cash flows of the parent and its
cdbn-tiaries are presented as those of a single economic entity (Appendix A).

YKERS 10 requires every entity, except a parent described in para 4(a), to present
consolidated financial statements (para 4).

) Under para 4(a), a parent need not present consolidated financial statements if it
: meets all the following conditions:

(a) it is itself a wholly-owned subsidiary or is a partially-owned subsidiary
of another entity and all its other owners, including those not otherwise
entitled to vote, have been informed about, and do not object to, the

' parent not presenting consolidated financial statements;

(b) its debt or equity instruments are not traded in a public market;

(€) itdid not file, nor is it in the process of filing, its financial statements with
a securities commission or other regulatory organisation for the purpose
of issuing any class of instruments in a public market; and

(d) its ultimate or any intermediate parent produces consolidated financial
statements that are available for public use and comply with HKFRS or
International Financial Reporting Standards.

In the consolidation process, HKFRS 10 provides for the following:

- _——
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(a)

(b)

(d)

Consolidated financial statements should be prepared using upjg
accounting policies for like transactions and other events in gj ?
circumstances (para 19); -

The financial statements of the parent and its subsidiaries used jn§
preparation of the consolidated financial statements should have the
reporting date (para B92). When the end of the reporting period gf
parent is different from that of a subsidiary, for consolidation purpg
additional financial statements as of the same date as the fing

statements of the parent should be prepared unless it is impracticab]ag
do so (para B92); 1

If it is impracticable to do so, the parent should consolidate the finang
information of the subsidiary using the most recent financial statemegh
of the subsidiary adjusted for the effects of significant transactiongg
events that occur between the date of those financial statements and
date of the consolidated financial statements. In any case, the differeng
between the date of the subsidiary’s financial statements and that
the consolidated financial statements should not exceed three monf
(para B93); :

Intra-group transactions and balances should be eliminated in fj
(para B86(c)); y

To illustrate, P Ltd gives a loan of $1,000,000 to its subsidiary, S Ltdij
their respective statements of financial position, P’ Ltd correctly carri
loan receivable account, and S Litd correctly carries a loan payable accoug
However, in the consolidated financial statements, where P Ltd and & <
are treated as a single economic entity, it does not make sense to Gl._.’
that the entity borrows from or lends to itself. Thus, in the consclidacd
process, the intra-group balances (that is, the intra-group loan payabi
and receivable) of $1,000,000 should be eliminated in full;

Intra-group transactions and the resulting unrealised, prafits should
eliminated in full (para 86(c));

Toillustrate, P Ltd sells a piece of goods, carriedsitviis books at$100,_
to its 80%-held subsidiary for $150,000. If fife'piece of goods is sl
held within the group, the profit of $50,000 reported in P Ltd’s book
is said to be “unrealised” and therefore has to be eliminated duiif
the consolidation process. HKFRS 10 requires that the unreal
profit be eliminated in full, regardless of the percentage of inte
P Ltd holds in S Ltd;

Also, at group level, the piece of goods that is carried in S Ltd's booksé
$150,000 should be reverted to the original cost to the group of $100,000

Unrealised losses resulting from intra-group transactions should a I;f,
eliminated unless there is an indication of an impairment that requi
recognition in the consolidated financial statements (para 86(c));

919-200
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To illustrate, P Ltd has a piece of goods purchased at a cost of $100,000
which is partly damaged and is deemed to have a net realisable value
of $80,000. If it sells the goods to its subsidiary for $80,000, the loss of
$20,000 resulting from the intra-group transaction in this case should not
pe eliminated. The goods should be carried in the consolidated financial

gtatements at $80,000;

However, if in the above case, the piece of goods is not damaged and has
a net realisable value which is higher than cost, the unrealised loss of
620,000 should be eliminated at group level;

Non-controlling interest should be presented in the consolidated
statement of financial position within equity, separately from the equity
of the owners of the parent (para 22). Non-controlling interest in the
consolidated statement of comprehensive income should also be presented
separately (see HKAS 1 “Presentation of Financial Statements”);

Profit or loss and each component of other comprehensive income are
attribuied to the owners of the parents and to non-controlling interests
even it this results in the non-controlling interests having a deficit balance
(var2 B94).

To illustrate, P Ltd acquires 90% of S Ltd on 1 January 20x9. At this
date, S Ltd’s net identifiable assets are represented by a share capital of
$10,000,000. For the year ended 31 December 20x9, S Ltd reports a loss
and total comprehensive expense of $15,000,000. In this case, the loss
and total comprehensive expense attributable to the non-controlling
interest of $1,500,000 exceeds the non-controlling interest in the equity
of S Ltd of $1,000,000, and results in non-controlling interest being
carried in the consolidated statement of financial position with a
debit balance.

The income and expenses of a subsidiary are included in the consolidated
financial statements from as from the acquisition date. In other words,
only the post-acquisition profits of the subsidiary are included in the
consolidated financial statements; the pre-acquisition profits of the
subsidiary are eliminated (para B88);

To illustrate, P Ltd acquires 100% of S1 Ltd on 30 April 20x9. In this case,
the profit of 51 Ltd that is to be included in the consolidated statement of
comprehensive income for the year ended 31 December 20x9 is the profit
made by 51 Ltd during the period 1 May 20x9 to 31 December 20x9;

P Ltd also acquires 100% of S2 Ltd in 20x6 when S2 Ltd's retained profit is
$100,000. If S2 Ltd's retained profit is $300,000 on 31 December 20x9, the
amount of 52 Ltd’s retained profit to be included in the retained profit in
the consolidated statement of financial position as at 31 December 20x9 is
the post-acquisition profit of $200,000 ($300,000 - $100,000).

19-200
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1119-300 Requirements of HKFRS 3

Sincemost of thebusiness combinations resulting inaneed for consolidated fing
statementsareinthenatureof “acquisitions”, thefollowing provisionsofthe 0
relating to the acquisition method of consolidation accounting should be noted:

(a) the identifiable assets acquired and liabilities assumed of the subsjg
should be recognised and measured based on their respective fair ya
as at the acquisition date in the consolidated financial statements;

(b) goodwill should be recognised as an asset and subject to impairment, by
not subject to amortisation; "

(c) bargain purchase gain should be recognised immediately in profit or |og

(d) non-controlling interest in the consolidated statement of financial Position
should be measured based on:

(i) fair value (e.g. market value of shares); or
(i) the fair values of the net identifiable assets of the subsidiary.

Please refer to the Chapter on HKFRS 3 for illustrations of the above issues,

119-400 Basic consolidation issues

The most fundamental consolidation process is to combine the financial statemenf
of the parent and subsidiary together into one set of financial statements — thg
consolidated financial statements. This will be discussed below under 19-44(
“Combination of financial statements”. N

A consolidation issue arises if the identifiable assets and liabilities of the subsidiafy
acquired are not stated at their respective fair values. This could happen.ii somg
of the subsidiary’s assets and liabilities are undervalued, overvaliied or nof
recognised. This issue is dealt with in the commentary under 1/19-420“Subsidiary§
assets and liabilities acquired”.

Another consolidation issue that may be encountered is whenie t0st of investme it
is not equal to the fair value of the net identifiable assets of e subsidiary acquired
The difference could be because the subsidiary has a non-identifiable asse
(e.g. goodwill), or because the parent is willing to pay a premium for the benefifs$
of the affiliation (e.g. economies of scale, reduction of risks, etc); the reverse may
also happen. This issue is discussed further in the commentary under 119-430
“Goodwill on consolidation”.

A further consolidation issue arises if the parent does not acquire 100% of thé
subsidiary’s issued share capital. In this case, a non-controlling interest (i.€8
the interest of the non-controlling shareholders in the net assets of subsidiary}

will arise. This problem will be dealt with in the commentary under 19-440%
Non-controlling interest”.

919-300
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on of Consolidated Fin

ration of consolidated financial statements subsequent to the

date, several additional issues are encountered.
T

a-qmsmon on to the consolidated statement of financial position, the
jrstly, in addlttloment of comprehensive income has to be prepared because
'*s_olidated sctla eubsidiary have operated as an economic group durir}g the
| g Snt to the acquisition date. The preparation of the consolidated
eriods subseque rehensive income is discussed in isolation in the commentary
statement gk C(()) Ichmsolidated statement of comprehensive income” and later
under ﬂg'ﬁ,gether with the preparation of the consolidated statement of
dealt Wi

. cigl position. A
Mﬁ Pthe reserves in the statement of financial position of the subsidiary
-g'mndlyr ubsequent to the acquisition date must be apportioned, from the
asata fuie S oint, into two distinct parts: the portion that had existed ‘b(?fore the

up .SVIEWP ac ’uired and the portion that has arisen after the subsidiary was
-subs%d}ary'[}v:ra?:esec}'ves of the subsidiary at the acquisition date are referred to as
ac uired. ; ':;011 reserves”, and those that have arisen since the acqu;si'tloln dgte
""P‘e'acqulzlm ag "post—acquisition reserves”. The significance of this dlStlI‘1C'tl‘0n
ﬂdeﬁ-lfgrz:sc Ifdation treatment of pre-acquisition reserves and post-acquisition
an Pt

@SETVPS 8™ discussed in the commentary under 1119-460 “Pre-acquisition and
r -

11 "
‘pOSf—:‘CC['..llSltIOI‘l reserves .

the paren

~ ‘hsequent to the acquisition date, there could be transactions among the ef"mt]es
& ) oup. This would give rise to several issues for the consolidation process.
;i‘g;i gi;sugs- are discussed in the commentary under 1]]9-42,0 “Intra-group
accoints” and 1119-480 “Unrealised intra-group profits and losses”.

Further, there may be changes in the parent’s shareholding interest inits subsidiary.
This iss;Je is discussed in the commentary under 1119-490 “Disposal of interests in

a subsidiary”. |
A comprehensive illustrative example to round up the discussion on the basic
consolidation issues is presented in the Appendix of this chapter.

1119-410 Combination of financial statements

In this section, it is assumed that:

(@) the parent acquires 100% of the subsidiary’s issued share capital and
obtains control of the subsidiary;

(b) the net identifiable assets of the subsidiary are stated at their respective
fair values; and

(©) the cost of investment is equal to the fair value of the net identifiable
assets of the subsidiary acquired at the acquisition date.

._-_‘__ -4
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This is the simplest case of

a consolidation problem. All that is required s
consolidation process is to: i

(a) eliminate the “cost of investment”

against the “shareholdery’ oqui
subsidiary”; and

(b) add together, on a line-by-line basis, like ite

ms of assets and ljapj
the statements of financial position of the pa

rent and subsidiary‘
It is necessary to eliminate the cost of investment a
of subsidiary because at the acquisition date the cost of investment is equal tg
net assets of the subsidiary acquired. Moreover, the net assets of the subgj
are represented by its shareholders’ equity (i.e. assets - liabilities = equi

elimination will avoid double counting when all the assets and liabilitieg of
parent and subsidiary are added together.

gainst the shareholderg -_j_

The net effect is to replace the “cost of investment”
of financial position with the assets and liabilities
the consolidated statement of financial position will

all the assets and liabilities of both the parent and t
common control.

in the parent’s stagent
of the subsidiary, qp

show, as it should,
he subsidiary are

lllustration 19,1

P Ltd acquired 100% of the issued share capital of S Ltd on 31 Decembeg
20x8 and obtained control of S Ltd for a total consideration of $150,000,
The statements of financial position of P Ltd and S Ltd as at that date, which €
reflect the fair values of the respective net identifiable assets, are as follows: ,

PLtd SLiq
$°000 $°000
ASSETS
Non-current assets
Land 300 100
Investment in S Ltd 150 —
Current assets |
Trade receivables 100 —
Bank 50 100 |
Total assets 800 200 .
EQUITY AND LIABILITIES
Equity ‘
Share capital 500 100 \

T19-410
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lidated Financial Statements
3 Helll
of Con

200
ll LWed proﬁt ;&
! .
':::C‘:lr:z liabilities B
g-terrn loan.
Current liabilities 100
"I.'!'ade payables 800

Total equity and liabilities

.Requfr ed:

the consolidated statement o

Pr;g?é;ry as at 31 December 20x8.
sul
Solution: -
i ion journse TV
(I) Consolidation journal entr) -
100
Dr Share capital (5) .
;\ Dr Retained profit (S)
Cr Investment in S Ltd
(to eliminate Investment in subsidiary account)
(I) Consolidation worksheet
P Ltd S Ltd Adjustments
Dr Cr
$'000  $'000 $'000 $'000
Land 500 100 .
Investmentin S Ltd 150 -
Trade receivables 100 —
Bank 50 100
Share capital 500 1(30 1(;(())
Retained profit 200 50
Long-term loan — 50
Trade payables 100 -

|1

=
=}

|

$'000

Consolidated
balances

$'000
600
100
150
500
200
50
100

303

f financial position for P Ltd and its
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the Restatement Approach under HKAS 29 Financial
APPW'Pg in Hyperinflationary Economies

30 HK(IFRIC)-Int 7

the Restatement Approach under HKAS 29 Financial

" lying
d Reporting in Hyperinflationary Economies”
L 9130-100
A R i 130-200
CONCIUSIONS -vvcvvoreversessssssssmmssmmnssssssssssssssssssssssssssssmssssensssszess 130-300
Comparison With IFRIC-INT 7 ..o 130-400

130-100 Introduction

99 “Financial Reporting in Hyperinflationary Economies” requires that the
financial statements of an entity that reports in the currency of a hyperinflationary
economy cheuid be stated in terms of the measuring unit current at the end of the
reportiny 1 eriod. Comparative figures for prior period(s) should be restated into
the =an2 current measuring unit.

O cestatement of financial statements in accordance with HKAS 29 may give
nse to differences between the carrying amount of individual assets and liabilities
in the statement of financial position and their tax bases. These differences are
accounted for in accordance with HKAS 12 “Income Taxes” (HKAS 29, para 32).

HK(IFRIC)-Int 7 “Applying the Restatement Approach under HKAS 29 Financial
Reporting in Hyperinflationary Economies” provides guidance on how an entity
would restate its financial statements in accordance with HKAS 29 in the first
year it identifies the existence of hyperinflation in the economy of its functional
currency, especially with respect to the calculation of opening deferred tax items.

1130-200 Issues
The issues addressed in HK(IFRIC)-Int 7 are (para 2):

(a) How should the requirement “...stated in terms of the measuring unit
current at the end of the reporting period date” in para 8 of HKAS 29 be
interpreted?

(b) How should the opening deferred tax items be accounted for in the
restated financial statements?

130-300 Conclusions

I'IK(IFRI‘C)-IIH 7 requires that in the year in which an entity identifies the existence
of hxpermflation in the economy of its functional currency, the entity shall apply
the restatement approach” under HKAS 29 as if the economy had always been
Ryperinflationary (para 3). ) d

-__—-__;
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HK(FRIgY

On the first issue, HK(IFRIC)-Int 7 provides that the entit
financial position at the beginning of the earliest period
statements shall be restated as follows (para 3):

y’s opening state .
presented in the fings

(@) non-monetary items carried at historical cost are restated to reflect thaw
of inflation from the date the assets were acquired and the liabilitieg
incurred or assumed until the end of the current reporting period: and %

(b) non-monetary items carried at revalued amounts or

(for example, property, plant and equipment using the revalu
under HKAS 16 “Property,

of inflation and restated fro
determined until the end of t

fair Valiee

ation mod
Plant Equipment”) shall reflect the ¢

m the dates those carrying amounts y
he current reporting period.

i
lllustration 30.1

ABC Ltd bought a piece of land

for $100 million and some equipment f i ":
$100 million on 31 December 20x1

- .
|
The land is revalued to $120 million on 31 December 20x3. i

Il
The equipment is carried at cost less accumulated depreciation. L

The equipment is depreciated using the straight-line method over 10 years,‘ :‘

with no residual value.

| | (
The general price indices are as follows: 1 .;
At 31 December 20x1: 100 5

At 31 December 20x2: 110 ',

|
At 31 December 20x3: 130 H
At 31 December 20x4: 260 ""

In the original 2004 statement of fin

ancial position, th&Vand and the |
equipment were presented as follows: y

31 December 20x4
Land $120 million
Equipment $70 million

31 December 20x3 i
$120 million
$80 million i

For the restatement under HKAS 29, HK(IFRIC
calculations:

)-Int 7 requires the following g

‘

(@) Land

As at 31 December 20x3: $120 million x 260/130 = $240 million
As at 31 December 20x4: $120 million x 260/130 = $240 million

930-300
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th
QPP“:.{TE in Hy

I tement Approach under HKAS 29 Financial
tate

erinflationary Economies

(83}
[5}]

e Res!

ipment “a1s
2 iqu :331 December 20x1: $100 million x 260/100 = $260 million
sa

Depreciation for 20x2: $10 million x 260/100 = $26 million

A:F;t 31 December 20x2: $260 million — $26 million = $234
illion -

g reciation for 20x3: $10 million x 260/100 = $26 million
e . - . . -

As};t 31 December 20x3: $260 million — $52 million = $208
illion -

r]jr)1 preciation for 20x4: $10 million x 260/100 = 526 million
e

> illi '“iOl‘l = $182
AS a' 3‘ I )e( e]“ber 20)(42 &)2(30 ['l'll“]()ll $; 8 mil )
m

million x 260/100)

. . T
= eStated 20X4 sta telIlEIlt Oi 111 lElIlCla] p()Slthl‘l, thE‘ 1and ar’ld the
(=

in th
iy ill be as follows:

equipme‘."f A
31 December 20x4 31 December 20x3
$240 million $240 million

Land

i Equipment $182 million $208 million

i in accordance with HKAS 12
Deferred tax items aret_recoggis'aec(l:l (;lgfa?)e.a;{%iigvg, in calculating defeJ.:Fedﬂzaa)i
N 1nr§1§nt of financial position, HK(IFRIC)-Int 7 requires bat
e ‘the Opem;g s;?'nzunts of non-monetary items in the Qpenmgt stta ttfgtega £
g:;xll?:ir:lu;ﬁsciggg arge firstly restated by z_applyingj; et}zﬁ ;iﬁ?;gg lé.;r;lt }::9 ki
. i'tte E?g;e?ﬁzag;:: gfut}"ltehcljagjgﬁ; statement of financial position of
Eg ;:;acil’i;lggpggi)d to the end of that reporting period (para 4).

lllustration 30.2

i i bove.
Refer to ABC Ltd in Illustration 30.1 a . “ l
Assume that in its original 20x4 statement of financial position, ABC Ltd has
the following additional deferred tax liability:

31 December 20x4 31 December 20x3

' 1 illion
| Deferred tax liability $10 million i Py

30-300
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The deferred tax liabilities above arose because of the taxable tempg,
difference between the carrying amount and the tax base of the equipp,
and assumed a tax rate of 20%, as follows: -

31 December 20x4 31 December 2(y3
Carrying amount

$70 million $80 million
Tax base $20 million $40 million
Taxable temporary $50 million $40 million
difference

Tax rate of 20%

Deferred tax liability $10 million $8 million

However, due to the restatement of equipment to$182 million as at31 Decempar
20x4 (see Illustration 30.1 above), the temporary difference will now b
$162 million (carrying amount of $182 million less tax base of $20 million),

the deferred tax liability should be $32.4 million ($162 million x 20%). 3

As for the 20x3 statement of financial position, the restated carrying amoung of
the equipment as at 31 December 20x3 is $104 million ($80 milliory x 130/100

giving rise to a temporary difference of $64 million (carrying amount of §j
million less tax base of $40 million). Consequently, the deferred tax liabi
as at 31 December 20x3 should be $12.8 million ($64 million x 20%)

Presented as comparative figure for
the 20x3 deferred tax liability will be
x 260/130).

20x4 statement of financial position, ..
restated to $25.6 million ($12.8 milhi gy

Thus, in the restated 20x4 statement of financial

position, the deferred r
liability will be as follows:

31 December 20x4
$32.4 million

31 December 20x3

Deferred tax liability $25,6.filion r B

HK(IFRIC)-Int 7 further provides that after an entity has restated if§
financial statements, all corresponding figures in the financia] statements
for a subsequent reporting period are restated by applying the change in
the measurement unit for that subsequent

reporting period to the restated
financial statements for the previous reporting period only (para 5).

130-400 Comparison with IFRIC-Int 7 '

HK(IFRIC)-Int 7 is based on IFRIC-Int 7 “Applying the Restatement Approat

under IAS 29 Financial Reporting in Hyperinﬂationary Economies”. Therea
significant differences between HK(IFRI C)-Int 7 and IFRIC-Int 7. Compliance wi
HK(IFRIC)-Int 7 will ensure compliance with IFRIC-Int 7.

930-400
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31 HK(IFRIC)-Int 8

s “Scopes of HKFRS 2"

................................. 1131-100

i ocvcton 31200

Qe 9131-300

i IRt S S THES e
Eg?rfparison With IFRIC-INT 8 ..o

131-100 Introduction

HKFRS i i -based payment transactions
~ 4 -based Payment” applies to share-b : .

- = Chzthszxfiat; Ell'seieivesyor acquires goods or serv1ce§. Thtceire ésl.'vailgel.sinrciiglizgwdg
i ntity is able to identify the goods and s : !
VH”;M-!', ptlfmoil:s; ;?uZtio;);, it might be difficult to demonstrate that:l:e ;r;t]tyrlgii
I‘BOEI‘ ‘,ev’_ i ired identifiable goods or services. For example, an enhl y ues{i%n ¥
i e‘:lon'alu"cable organisation for nil consideration. This raises th 3 q e
i h'm“'ﬂ?{‘é 2 applies to such transactions. HK(IFRIC)-Int 8 provides g

whetoer .

Ol HKERS 2
he Amendment to

' ubsequently superseded by t RS 2
ﬁ[{_(l_FRIC)-?’i): ‘g:asnf 7 G:{oup Cash-settled Share—basgd Paymen;_ Pgaa}rss;gz:;d
:-?uﬁc;e- tgzs:men?:lled provisions have been incorporated in HKFRS a

Payment”.

131-200 Issues

i i HKFRS 2 applies to
he main i d in HK(IFRIC)-Int 8 is whether
Emeifaﬁsamcatjignfﬁiev:f(fi‘i;eiiee elntity c(emnot identify specifically some or all of the
igoods or services received (para 7).

HK(IFRIC)-Int 8 also addresses the issue of how such unidentifiable goods and
mices received should be measured.

b, l a api) es to l:)a] thLl]aI tIaIlSaCthr’lS mn

: : ; i ntit
Which goods or services are received, including transactions in ‘gjli‘lgcli t(};; fa 8)-}’
T ot dentify specifically some or all of the goods or services re

HK(IFRIC)-Int 8 also concludes that in the absence of speaflcaléy ﬁezzrf\lf:i{;
BO0ds or services, other circumstances may indicate that g:lafot hse Sk
mbeen (or will i)e) received, in which case HKFRS 2 ap[?h.es. gl v i
Consideration received (if any) appears to be less than the fair \;}2}1 L; oS equity
i ﬁ"ﬁ"lunents granted or liability incurred, it is presu_med that 0 eg (ﬁra 5

(ie. unidentifiable goods or services) has been (or will be) received (p

; 31-300
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5% per annum, ABC Ltd has assigned $7,800,000 of the

proceeds to the del
component, and $2,200,000 to equity comp

onent of the convertip]

The tax authority does not allow ABC Ltd to claim an

v deduction for #
imputed discount on the convertib i

le bond. The tax rate is 25%

In the above case, there is a taxable temporary difference of $2,200,000 V
at 31 December 20x1. Based on the tax rate of 25%, ABC Ltd will hav,

recognise a deferred tax liability of $550,000 in other comprehensive incom,
The journal entries to re

cord the issuance of th
31 December 20x1 will be a

s follows:

Dr  Cash 7,800,000

Dr  Bond discount 2,200,000

Cr  Bond payable 10,000,000
(to record the debt component)

Dr Cash 2,200,000

Cr  Deferred tax liability 550,000

Cr Capital reserve 1,650,000

(to record the equity component and the
related tax effect)

For the year ended 31 December 20x2, ABC Ltd will amorti

discount, using the effective interest method, which will
expense of $390,000 ($7,800,000 x 5%).

The amortisation of the bond discount will reduce th
to $1,810,000 ($2,200,000 - $390,000), and the deferre
(51,810,000 x 25%) as at 31 December 20x2.

The interest expense and th
recorded s follows:

se the bond
yield an interest

e temporary difference
d tax liability to $452,500

e related tax effect for the yeat 20x2 will be

Dr  Interest expense

390,000
Cr Bond discount 390,000
Dr  Deferred tax liability (452,500 - 550,000) 97,500
Cr  Tax expense 97,500

€51-250 © 2015 Wolters Kluwer Hong Kong Limited:

e bond. b
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Temporary differences arising on .
investments in subsidiaries, asso_uates
and branches, and interests in joint
arrangements

Id T Y 15,
T mn su
g nt f 1
d “ele]lCeS ElllSEWhellﬂlE car Ing amou () ]lVeS“He ltS n )S (la] es
. d bI ar ! = ] : arral lg emel]ts bECO]TleS d !Iie] el it 11()1

h Ch en co t he T Vestn’]er\ Oor Imntere: t LI h {1 “e|el|( es may
S O S t St. S 1 ]

le: |
| — i idiari 5 es, branches
- istence of undistributed profits of subsidiaries, associat
en
i ements; .
S ’ i is located in a
| s in the foreign exchange rates (when the investee 15
change
i ; or |
e i interest to 1ts
dgn fen in the carrying amount of an investment or it
AU
(c) a redus od
HKA e i iability for all taxable
r Jides that an entity shall recognise a deferred tf":xxtha;l))(lg;tgt b (the g
o UIdcgf1 ences arising from the investment or interest,
i iffere
tempeio Yy dl
. joi i e to control the
the! (pai rent, investor, joint venturer or joint operaé?arll:z abl
4 :hrii};ag of the reversal of the temporary difference;
1

(b)

i ' erse in the
) it is probable that the temporary difference will not rev
(b) it is .
foreseeable future. - o
HKA Iso provides that an entity shall recognise a i?{f:éi? Exsubsidiaries,
o porary differences arising from the inv e
dedu?tltble t‘mél]pbi'aru:lies and interests in joint arrange ;
associates an ;
b . i i 7 in the foreseeable
k. it i bable that the temporary difference will reverse 1n th
(a) it is prol
future; and

(b ta-xable pI Of‘t W lll be a Vallable a d]IlSt ]uCh the temporar y dlﬂetelitﬁ can
be utIhSEd.

vise the

i rally not have to recogni

isions, an entity would gener ne gl e

e abcl)'vi!:;irto Vlosll'nothe temporary differences arlslp% gcilll;d’&er gelice

dEngmd tté)l(\ecliaiji a};ubsidiary (the dividend policy of ‘;i'lslc\:/\}ill kchrmgemte: 20

e o 'il if the entity has determined that those pro 1.t L e e

‘i)rfltt?lg ?gl'tnles}gelelble future. On the other hand, smctgtan eﬂn:lll é/ L P e s
ivi i n associate, the entity would ha (ot

3"’? thg C:W]C}?;bc;lilighcfx}: (tjliea temporary differences arising from undis

eferred tax li :
profits retained in an associate.

ever, under the Hong Kong i ble on dividend

How d H K tax rules, there is no tax payabl t

receiy dr’l hlzfrefroi applying the first principle, deferred tax liability need not be
ed. ;

951-260
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accounted for in relation to

the temporary differences arising
profits retained in subsidiar

ies and associates, in the Hong Ko

151-270 A further example

A further illustration on the issues discussed so far is presented beloy:

from undis
Ng context,

lllustration 51.20

ABCLtd commenced operation in ]anuary 20x7 and its statement of finan,
Position as at 31 December 20x7 showed the following: 3

(a) cost of non-current assets of $3,465,
depreciation of $493,000;

(b) allowance for doubtful debts of $200,000; and
(c) provision for warranty of $100,000.

000 less accumulated

accumulated depreciation of theé'
ng: i

The notes show that the cost and
non-current assets consist of the followi |
>

Cost Accumulated

depreciation f
$7000 $7000 .|
Land 1,000 2 | "'
Plant and machinery 2,465 493 ‘
Total 3.465 493 i

The tax written down value of the non
is $1,500,000.

Inthis case, the deferred tax liability as at 31 December 20x7 rsayb

1@y e computed S
as follows (assuming a tax rate of 25%): i
$°000 |
Non-current assets 'l‘
Cost |
per statement of financial position 3,465 |
Less: Land 1,000
2,465 '
Accumulated depreciation l
per statement of financial position 493

951270
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1,972
' : 00
Arrying amoun i
g X gase (tax written down value) -
Taxable temporary differences
a
Allowance for doubtful debts o
Carrying amount .
Tax base | - -
Deductible temporary differences (
Provision for warranty "
Carrying amount "
Tax base | ‘ o
ieductible temporary differences (
172
et taxable temporary differences B

Deferred tax liability (172 x 25%)

i d to the
f discussion, the case of ABC Ltd above is extende
For purposes O ’
year 20x8.

i d to profit or
hat during the year 20x8, the following were charge P
Assume that du )
loss of ABC Ltd: -
(a) depreciation expenses of $96, o )
(b) allowance for doubtful debts of $70,000; an

ision for warranty of $nil. _
(c) provision - \ L b
H er, for tax purposes, the following items were deduc
owever,
(a) capital allowances of $200,000;
(b) actual bad debt of $60,000; and

(c) actual warranty expenses of $40,000.

5 at
y lue of $1,200,000 as a
A its land to the market va . i
Furg\er’ bBC 2162?8 rixvsaslu.:llfi 1tﬁr‘fataﬂ'le gain on the sale of land will attrac
31 December LA
at a rate of 25%.

B ts, ABC
the relevant accounts,
B on a5 1f0[;ecember 20x8 will show the

Assuming there wer _ m :
Ltd’s stat%ement of financial position as at
following balances:
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me.‘raxes

(a) costof non-curr : ,
urrent assets of $3,665,000 ($3,465,000 + revaluat Taxable tem porary differences

of $200,000) less il
Tsos,000) - 2ccumulated depreciation of $589,000 (493,

i0n
0op ‘
h owance for doubtful debts

b . .
(b) allowance for doubtful debts of $210,000; and .

Carrying amount

Tax base
Deductible temporary differences

(c) provision for warranty of $60,000.

The notes
show that the cost and accumulated depreciatior
g

210
non-current assets consist of the following: of the @9
Cost '
$000 Aectmalated depreciatign | provision for warranty
Land 1.200 $000 H‘ ! Carrying amount 60
Plant and machinery 2,465 _ ;" Tax base di
Total 589 | Deductible temporary differences (60)
3.665 5 [ '
209 |
The tax writt | .
$1,300,000 ($1?;‘08%‘8’61HV$353§ S)Uf non-current assets (excluding land) will e | Net taxable temporary differences 506
With the inf ' 000). WilLEs | Deferred tax liability (506 x 25%) 1265
informati ive |
31 December 20x8 ?1:13?”b egi{vcn above, the deferred tax liability .‘ Goven that the deferred tax liability as at 31 December 20x7 was $43,000, it
Y etermined as follows: 4 ;I ' nould be increased (credited) by $83,500 to arrive at the balance of $126,500
'; . I to be shown in the statement of financial position as at 31 December 20x8.
Non-current assets $'000 | Of the $83,500 increase in the deferred tax liability for the year 20x8, $50,000
Cost N " which relates to the revaluation surplus should be recognised in other
N comprehensive income, and the remaining $32,500 charged to profit or loss.
ber statement of financial position U The iournal entry (ignoring tax payable) required is as follows:
Less: Land 3,068 ‘\F \ J Ey Kpay, !
;200 | ‘Dr  Revaluation surplus 50,000
2,465 . Cr  Deferred tax liability 50,000
Accumulated depreciation | Dr  Tax expense 33,500
. pf?r statement of financial position - n e Deferred tax liability 33,500
arrying amount 589 * This iournal entry is based on the assumption that the revaluation of land
. s y p
lax base (tax written down value) 1876 'I i initially recorded as follows:
Taxable tem porary differences 1,300 ‘.I Dr Land 200,000
¢ 576 i ! Cr Revaluation surplus 200,000
Al | Alternatively, the journal entries could be combined as follows:
Carrying amount
Tax base 1,200 | Dr  Land 200,000
1,000 T Deferred tax liability 50,000
'\ Cr Revaluation surplus 150,000
951-270 ; -

|
|, Hong Kong Master GAAP Guide 151-270
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1151-280 Loss carried forward

The Inland Revenue Ordinance provides that losses incurred in one period May p,
carried forward to subsequent periods (sec 19C(4)). 1

However, sec 61B provides that the losses may be disregarded unless ghe
Commissioner of Inland Revenue is satisfied that the shareholders have r€Mainad
substantially the same over the years.

It should be noted that there is no limit to the time period for which the losses can
be carried forward. '

carrying back of tax losses, Therefore, it should be noted that para 13 of
is, therefore, not applicable in Hong Kong.

The following illustrates the provision of sec 19C(4) of the Inlgnd Revenue Ordinanee,:

llustration 51.21

A Ltd suffered a loss of $100,000 in 20x5, and made a profit of $300,000 in
20x6 (assuming no temporary differences and therefore the accounting profit
or loss is equal to tax profit or loss).

For 20x5, A Ltd would have No tax payable because there was no taxable
profit.

For 20x6, A Ltd would have a taxable profit of $200,000, after offsetting the
tax loss of $100,000 carried forward from 20x5 against the profit of $300,000 i |
20x6. Assuming a tax rate of 25%, A Ltd would have a tax payable of $50,000

It may be noted that, without the loss in 20x5, A Ltd would have a tax pay=ble
of $75,000 ($300,000 = 25%) instead of $50,000 in 20x6. The tax loss 0f 260,000
in 20x5 gives rise to a tax saving of $25,000 in 20x6.

It may be appreciated, however, that if A Ltd does not make 2ay-profit in all
the years subsequent to 20x5 before it is wound up, then the benefit relating
to the tax loss of $100,000 in 20x5 will never be realised,

Thus, there is a benefit rela ting to the tax loss but the realisation of the benefit
is contingent upon sufficient income being made in subsequent periods.

How this potential tax saving relating to a tax loss carried forward (and the related
deferred tax asset) shall be accounted for is the topic of discussion in this section.

(It may be noted that the accounting for unabsorbed loss carried forward discussed
in this section is equally applicable to that for unutilised capital allowances.)

$51-280
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S 2 OVIdE‘S ﬂlat a deferred tax Elsset Sha" be rELOgI lsed EO! IOSS Cd[l!ed

i it i le profit will be available

oW 2 t that it is probable that futur_e taxable p W

forward t(k)ftgf t‘i.qxet Tgss ;arried E:)rward can be utilised (para 34). To the extent tha
inst wii

bable that future taxable profit will be available against which the loss
not pro Z

: ised (para 36).
itis rward can be utilised, the deferred tax asset is not recognised (p

. d fo - - - t]
P ted that HKAS 12 is rather liberal in allowrmg the tax tﬁnigt (and the
d?:]ee?;'red tax asset) of tax loss to be recognised in the year of loss. |
1 i i avail e
rela idering whether “it is probable that future t%xable proglt w1llirbeeS ;:;1; ;tity
In conﬁd‘i’,l&g the loss carry-forward can be utilised”, HKA5316 requ
58311115:51?:9 1f.:)]lowing circumstances into consideration (para 36): -
to ta( ) whether the entity has sufficient taxable t(—:'nlllforart).zt Slf‘,ﬁzfgﬁzlﬁeﬁ:&%
: 7 i taxable entity, re:
authority and the same : ity, whi .
» :::a?igl;ni):mt againzt which the loss carried forward can be utilise
in _
before it expires; .
héther it is probable that the entity will have taxable profit before
when :
®) loas carried forward expires; - ol
1) “whether the loss carried forward results from identifiable causes w
°) W
" are unlikely to recur; and

(i W |e”[e| ta la]]] \11ng o DI‘tLlI'lltl S are a allabl‘i’ tot ey
) reate taxabxle pI()flt 1.] W|l]'C|l t] e 1055 Ca]Iled fOl W ard can b@ utlllSELl.
€

It may

HKAS 12 also cautions that the existence of unused tax losses is strong evidence
a .
that future taxable profit may not be available (para 35). |
ed ta
The following is an illustration for a case under para 34 where deferr

asset 1S rec ()glllse i() 1()SS carrie or ald t() the extent tllat 1!’ 1S plObablE tllat
utL]]e taxable p] Of]t W Ill be avallable agalllst WlllCll t! e lOSS CaI[led or Wclld can

be utilised.

g has b erating profitably. It

d operation in 20x1 and has been op .
e :;td Elo?{gsg f)e; $10pO,DDO in 20x5 due to labour disputes. (Assuét;f t?fari
frere n temporary differences such that the accounting loss 13 eq =
INere nc()i a ta?( rate of 25%.) The labour dispute has been _settlle tovivﬂ i e
e?'lsg’oafrEOxS and the company is expected to operate profitably aga y
20x6 and beyond. i Lot
In this case, it may be probable that future taxable P;c?fg wﬂldbe ;r\;alézbiz
against which the loss carried forward can be utilise , and p
applicable.

Applying the provision of para 34, a deferred tax asset in relation to the loss
alfdpt{e 1§elated tax benefit is recognised in 20x5.

951-280
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The journal entries for 20x5 will be as fol

Dr

Deferred tax asset
Cr Tax credit

(to record tax saving related to the loss
of $100,000 for the year)

Assume that A Ltd made a
20x6. (Assume further the

lows:

profit of $300,000 for the year ended 31 D
Te were no temporar

25,000
25,000

ecember

accounting loss is equal to tax loss, and a tax rateyo?gg/:e)nces o) e
The journal entries for 20x6 will be as follows:
Dr Tax expense 75,000
Cr Tax payable 75,000
(to record tax payable on profit of
$300,000 for the year)
Dr Tax payable 25,000
Cr Deferred tax asset 25,000

(to record utilisation of loss carried forward)

The above entries could, in fact, be combine

Dr Tax expense
Cr Deferred tax asset
Cr

Tax payable
(to record tax for the year)

The relevant accoun

d as follows:

75,000

25,000
50,060

ts will be shown in the 20x5 and 20x6 finaj Cied
AT ol X0 navicia: statements

Statements of comprehensive income

20x5
$000
(100)
(25)
(75)

Profit/(loss) before tax
Tax expense/(credit)
Profit/(loss) after tax

9151-280

20x6
$7000
300
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W/‘I‘axeﬁ/f

' gtatements of financial position

20x5 20x6
$7000 $000
Asset . .
Deferred tax asset
Liability ) )

Tax payable

) @ -redit” is simply the
te that, in financial accounting, the term “tax credit ‘nS e tll;eyterm

o site o% “tax expense”; it does not carry the same meaning

ggal:)’(ocredit” under the Inland Revenue Ordinance.)

|

Th f : 3 e it i robable
following is an illustration for a case und'e] para '_)6 whelle it 1;;1‘2(;’[dpf0rv;ard
; 'ot te taxable profit will be available against which the loss cart 5

* l - o 3 E
tha 'L:J ultilised and, consequently, the deferred tax asset is not recognis
Ca ¢ y) 3

lllustration 51.23

ion i 5 suffered a loss of $100,000
eration in January 20x5, and su :
?Lttigon;:;e;fsgdogl December 20x5. (Assume there were nodtenzp:rrité
d()i;ferenZeS such that the accounting loss is equal to tax loss, and a ta

of 25%.)

it i i fit
In this case, it cannot be argued that it is probable ro-r f_utur;} tiiial?slsdpr;nd
to be available against which the loss carried forward can be 5

therefore para 36 is applicable.

5 related tax benefit) is recognised

36, no deferred tax asset (and re : . .

Enzc}irsf%{fe tax saving relating to the $100,000 loss in 20x5 is accounted for
only in the years in which it is realised.

Assume that B Ltd made a profit of $300,000 for the }.[e?] endesdsilcgifq??ttj]i
20x6. (Assume further there were no temporary dlf‘?ere?c‘ih's ich fh
accounting loss is equal to tax loss, and a tax ;ate of 2? %.) In . 11n ZCO)(é
saving relating to the $100,000 loss in 20x5 will be recognise ;

§51-280
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The journga] entries for the two Years will be ag follows:
20x5

No entry is required
20x6

Dr Tax expense

75,000 Y
Cr Tax payable ’75’003E |
(to record tax payable on profit of
$300,000 for the year)
Dr Tax receivable 25,000

Cr Tax credit

(to record tax

saving related to the
loss of $100,0

00 carried forward)

The above entries could, in fact, be combined as follows:
Dr Tax expense 50,000
Cr Tax payable 50,000
(to record tax payable for the year)

The relevant accounts will be shown in the 20x5 and 20x6 financia] statements. i‘

of B Ltd as follows:

Statements of com prehensive income

|
|
20x5 i

206 )
$7000 5060 it
Profit/(loss) before tax (100) 300 it
Tax expense - 50 I |
Profit/(loss) for the year (100) 250 'I ‘I
Statements of financia] position '
20x5 20x6
$°000 $°000
Liability
Tax payable = 50
151-280
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. rs and
. ofitably in the past year
. operating profita ly hat future
re an entity hjf?’b‘if;ai be argued that it is PrdOb;:gbrl\iatrd “an be
~ orofit Wi d tax asset in relation to
€ P therefore deferre ion 51.22 above.
d, a??o;l; as shown in Illustration 51.

0 r

. sses, it will be
: where an entity has a history ‘of r'el?;r;t al\?ailable aiinst
ther hand, in cases bable that future taxable profit wi benefit in relation
Oto argue that it 1s p‘}? an be utilised, and therefore the ta}x,-eaused as shown
ithe loss Carry_fﬁgzilroncly in the year in which the benefit is ’
tax loss is recog

hustration 51.23 above.

HKAS
i in the year of loss,

: le temporary differences e e ihe s
the entity has t}iléz}fderecog,p-,ige a deferred tax asset ;é;blr?l%e 516 e
yides that the entity St f the temporary differences (para il upon reversal,
i Pfe‘:i forward to the e;;eiz t}?at the taxable temporary differences "

S quirement of para

i d can be utilised.
inst which the loss carried forwar
m taxable amount against which the

't ear |

er, lf

miysication 51.24

: ing losses. The
eration in 20x1, and has been Im%_lt);rén%he company
8 Ld commenced (ipal December 20x5 is $100,000. In taxable temporary
cumulative loss as a d as at 31 December 20x5, there lsi;fant tax rate is 25%.
et @ cogqgaegbgnin relation to the computer. The re
difference o ’

h] hIS case t]le compan Wlll ha\.‘e tO flISt reco 15e a\jelfe re a
| (0] p y el {0“() S:

30,000
Dr Tax expense basin
Cr Deferred tax liability

l d I ara 35 ile (()l]ll)gl y l 0gn erre la SEt m
|e]atl0! 1 tO t] e IOSS carri ed fOl’ W ard_, glvell that theIE 15 su Ef]ClEI it ta able
1 1 wn can be ”t]]]se(l as fo“()w\rs

25,000
Dr Deferred tax asset 25,000
Cr Tax credit

Ille ab(”}e ou al er 1tries cou d Of course, be COIIIbl] led as EOHO“\JS-
] rm C z u 3

5,000
Dr Tax expense e
Cr Deferred tax liability

ifferences
nt of temporary di i
in this case, where the amou oo
It may be noteiihtl:at,f 1tr;1 )t(l‘lllgsz 1\ the tax heriakt f the tax loss | g
is larger than that o ’

in the year of loss.
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The tax base of the building if it is used is $3
and there is a taxable temporary difference of $6
resulting in a deferred tax liability of $1.8 milljon

The tax base of the land if it is

resentation
million ($6 million :
million ($9 million - gy

($6 million at 30%).

0 Prese ntation

used is $4 million and there is a taxable tq ) '40 re two aspects, namely:
difference of $2 million ($6 million - $4 mj llion), resulting in a deferred tayy ssentation, there a

of $0.4 million ($2 million at 20%).

iabili red tax asset
i f the current tax asset (ha?blhty) ;nd defer
o ent of financial position; an

i me way that the
ffect, which shall be accounted 12{:2(’:hizasecond principle

() the related tax e ctié)l'l/events are accounted for (
i e underlying transa

ntioned at the beginning of the chapter).
y me

liabilities
= ion of tax assets and tax
Presentation O

%i‘51.410

As a result, if the Presumption of recover
the deferred tax liability
($1.8 million + $0.4 million),

(@) the prese!
(a

' A tem
y through sale is rebutteq for the byits (liability) in e Sl

relating to the investment Property s gp5

151-320 Current and deferred tax arising from
share-based Payment transactions

nst tax liabilities,
In some tax jurisdictions, a

fset agai
. :on of whether or not the tax assets Shasgtk;ea%fa inkt Eabilities.
N entity may receive a tax deduction that rela Onthe qUEStlol}othe eneral rule for offsetting as o i axlid
Témuneration paid in shares, share options or other equity instruments of HKAS "2 ap piEs e d . t an entity shall offset current taxble right to
entity. The amount of that tax deduction may differ from the related it e wis-ally, HKAS 12 provides thah ntity (a) has a legally enforceab 4i&. .ot 0
femuneration expense, and may arise in a later accounting period, For example | -cn; taz Jiabilities if, and only 15;(‘5 ti?mends either to settlelt))n a net basis,
Hong Kong, an entity may recq nise an expense for the consum tion of R aren ised amounts; anc (0) | sly (para 71).
servﬁes aSgCOI‘lSiderE)lftlon)gor sh%re optionpgranted, in accordanze wi?h ' Y qff tt}ll-leeraescsc;%r;ﬁd settle the liability simultaneously (ijdes that an entity shall
”Shax:e—based Payment”, and not receive a tax deduction until the share option o realise sets and liabilities, HK.A_S_ 12_fp rc;d only if (a) the entity haS
exercised, with the measurement of the tax deduction based on the entity’s As for deferred tax as ts and deferred tax liabilities if, a inst current tax liabilities;
Price at the date of exercise, offset deferred tax asse ht to set off current tax assets agﬁ ies relate to income taxes
Paragraph 68C of HKAS 12 requires that ¢ t and deferred tax shai alegally enforceabiletngassets and the deferred tax i entity or different
. i at current an ererred tax shaly g deferred tax ; . ither the sam : : sset
recognised as income or an expense and included in profit or loss for the Puic of ?nqe(g)b?fhe same taxation authorle?tznsgtﬂe on a net basis, or to realise the a
except to the extent that the tax ariges from: 1 il

e ith e
e "nterfs)ne;:)usly in each future period in w

entities W ;
e ected to be recovered or settled (para 74)

and settle the liability simu

. : PRSI e ex
outside profit or loss; or tax assets and liabilities ar p

(a) atransaction or event that is recognised, in the same or g differaint period, Il

(b) a business combination (other than the ac

. I
quisition by\an investment "
entity, as defined in HKFRS 10 “Consolidated Finartial Statements” of

€ measured at fair'vaiye through profit
or loss).

ct
151-420 Presentation of the related tax effe

i e
with the second principle of HKAS 12, b

; ted
The related tax effect shall, in accordance tion/events are accoun

ted in the same way that the ur}derlying transac
?gsoTuﬁues, the related tax effect shall be: i T30 S
' nted in profit or loss, if the underlying
(a) prese

: : finy d
for in profit or loss; : ' omprehensive incom
b i fit or loss (either in other comp otion/event i
(b) presented outside profi if the underlying trans

¢ \ : spectively), if . rehensive income
3 dlredlg fm e?ll:;ti}cjirer;rgﬁt or loss (either in other comp
accounted for o

T d]LlStIIlen
tIaI'l aCtloIl ev e“t arises fIOl[l a buS“ 1SS COIllblllatlolln

ventisaccounted

The difference between the tax base of the services re
of the tax allowance in future periods) and the car
deductible temporary difference that resultsina d

, If the amount of the tax deduction exceeds the 5
fémuneration expense, this indicates that the
t0 remuneration expense but also to an equi

excess of the associated current or deferred ta
comprehensive income,

ceived to date (i.e. the amount

Iying amount of zero will be a
eferred tax asset.

mount of the related cumulative
tax deduction relates not only
ty item. In this situation, the
x shall be recognised in other

§51-421
| AAP Guide
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ing and Reporting by Retirement Benefit Plans
Wunﬂ
60 HKAS 26

“Accounting and Reporting by Retirement Benefit Plans”

INtrOAUCION .o 1160-100
Reporting by the plan ..o 1160-200
Accounting by the retirement benefit Plan.......cccoouvveni 160-300
RIS UTE ... L S T T Tt o sl e 9160-400
Comparison with International Accounting Standards........ 1160-500

160-100 Introduction

A retirement benefit planis a separate accounting entity, for which a set of books
ismaintained and financial statements are prepared. Under HKAS 26 ”Accmmting
and Reporting-by Retirement Benefit Plans”, retirement benefit plans are defined
fo be arrangemients whereby an enterprise provides benefits for its employees on
or after terimination of service when such benefits, or the em ployer’s contributions
fowards them, can be determined or estimated in advance of retirement from the
provisions of a document or from the enterprise’s practices. HKAS 26 governs
sacsuiting and reporting for such retirement benefit plans.

LKAS 26 complements HKAS 19 “Employee Benefits”, which is concerned with
the determination of the cost of retirement benefits in the financial statements of
employers having plans.

160-200 Reporting by the plan

Retirement benefit plans may be defined contribution plans or defined benefit
plans (para 5).

Defined contribution plans are retirement benefit plans under which amounts to
be paid as retirement benefits are determined by contributions to a fund together
with investment earnings thereon (para 8).

Defined benefit plans are retirement benefit plans under which amounts to be
paid as retirement benefits are determined by reference to a formula usually based
on employees’ earnings and/or years of service (para 8).

For a defined contribution plan, HKAS 26 provides that its report should contain a
Statement of net assets available and a description of the funding policy (para 13).

For a defined benefit plan, HKAS 26 provides, under para 17, that its report shall
contain either:

Hong Kong Master GAAP Guide 960-200



1011

1010 - and Reporting by Retirement Benefit Plans

§0-500 Comparison with International Accounting
i Standards

i “Ac i Reporting by Retirement Benefit
IKAS 26 is based on IAS 26 “Accounting and Ref 3
g 2Téhere are no textual differences between HKAS 26 El]:ld IAS 26. H_owe\{er,
_Flanss'% includes an appendix that sets out additional guidance on preparing

jal statements of Mandatory Provident Fund Schemes and Occupational
gg;?gment Schemes Ordinance Schemes.

pliance with HKAS 26 will ensure compliance with IAS 26.

(a) a statement that shows the net assets available for benefits, the actuse
present value of promised retirement benefits (distinguished bemw
vested benefits and non-vested benefits), and the resultant exceel n
deficit; or 01

(b) a statement of net assets available for benefits including either 5 o
disclosing the actuarial present value of promised retirement ben, -
(distinguished between vested benefits and non-vested benefits) or

reference to this information in an accompanying actuarial report,

The actuarial present value of promised retirement benefits should be based an
the benefits promised under the terms of the plan on service rendered tg date
using either current salary levels or projected salary levels. The report of the plan
shall also explain the relationship between the actuarial present value of Promiseq

retirement benefits and the net assets available for benefits and the funding POlieyl
of promised benefits. i

Com

1160-300 Accounting by the retirement benefit plan

In accounting by retirement benefit plans, as in the case of accounting by any!
other accounting entity, all the relevant Hong Kong Financial Reporting Standards
are applicable.

HKAS 26 specifically provides that retirement benefit plan investments should be
carried at fair value (para 32). ]

If a plan holds an investment for which an estimate of fair value is not possiblz,
HKAS 26 provides that the reason why the fair value is not used shoulg N~
disclosed (para 32).

1160-400 Disclosure

HKAS 26 provides, under para 34, that the report of a retirembnt benefit plan
(whether defined contribution or defined benefit) should also céntain the following.
information:

(a) astatement of changes in net assets available o wenefits;
(b) asummary of significant accounting policies; and

(c) adescription of the plan and the effect of any changes in the plan during
the period.

Appendix A of HKAS 26 provides additional guidance on the preparation of
financial statements of Mandatory Provident Fund Schemes and Occupational
Retirement Schemes Ordinance Schemes.

§60-500
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Fiﬂaﬂcml Statements
e

61 HKAS 27 (2011)

“Separate Financial Statements”

Introduction ............................................................................ 1161-100
i geparate financial statements ... 961-200
preparation of separate financial statements .........cooeueienes f61-300
BISCIOSUTE ovoovovsenncnascrimssssssssenisasist b s 1161-400
e e L T 161-500
comparison with International Accounting Standards........ f161-600

161-100 Introduction

27 (2011) “Separate Financial Statements” prescribes the accounting
and disclosi(Te, requirements for investments in subsidiaries, joint ventures and
ssociates . when an entity elects, or is required by local regulations, to present
separate ¢ihancial statements (para 1).
w10 “Consolidated Financial Statements” was issued by the HKICPA in
% fe 2011. HKFRS 10 is a replacement of HKAS 27 “Consolidated and Separate
¥ jfipancial Statements” and “HK(SIC)-Int 12 Consolidation — Special Purpose
, fntities”. Concurrent wi th the issuance of HKFRS 10, the HKICPA also issued:

(a) HKFRS 11 “Joint Arrangements”;

(b) HKFRS 12 “Disclosure of Interests in Other Entities”;

() HKAS 27 (2011) “Separate Financial Statements” — the amendment
reflects the changes required by the issuance of HKFRS 10 but retains the
current guidance for separate financial statements; and

(d) HKAS 28 (2011) “Investments in Associates and Joint Ventures” — the
amendment reflects the changes required by the issuance of HKFRS 10
and HKFRS 11.

HKAS 27 (2011) shall be applied in accounting for investments in subsidiaries, joint
ventures and associates when an entity elects, or is required by local regulations,
to present separate financial statements (para 2).

HKAS 27 (2011) becomes effective for annual periods beginning on or after

1 January 2013. Earlier application of HKAS 27 (2011) is permitted so long as
HKAS 28 (2011), HKFRS 10, HKFRS 11 and HKFRS 12" are also applied early.

161-200 Separate financial statements

Separate financial statements are defined in HKAS 27 (2011) as those financial
statements presented by a parent (i.e. an investor with control of a subsidiary)

Hong Kong Master GAAP Guide 961-200




Or an investor with joint control of, or significant influence OVEr, an inyecil
in which the investments are accounted for at cost or in accordance with HKFRS’Q“
“Financial Instruments” (para 4).

Consolidated financial statements are defined in HKAS 27 (2011) as the
statements of a group in which the assets, liabilities, equity, income, ex
cash flows of the parent and its subsidiaries are presented as those
economic entity (para 4).

finangi,
Penses ang
of 3 Singl'e"

Separate financial statements are those presented in addition to consolidateq
financial statements or in addition to financial statements in which invest—mentsin
associates or joint ventures are accounted for using the equity method, Se

financial statements need not be appended to, or accompany, those statemengg
(para 6).

An entity that is exempted in accordance with para 4(a) of HKFRS 1p from
consolidation or para 17 of HKAS 28 (2011) from applying the equity method may
present separate financial statements as its only financial statements,

Specifically para 4(a) of HKFRS 10 provides that a parent need not preseng
consolidated financial statements if it meets all the following conditions:

(a) itis a wholly-owned subsidiary or is a partially-owned subsidiary of
another entity and all its other owners, including those not otherwise
entitled to vote, have been informed about, and do not object to, the parent
not presenting consolidated financia] statements;

(b) its debt or equity instruments are not traded in 3 public market;

(¢) it did not file, nor is it in the process of fi ling, its financial statements i
a securities commission or other regulatory organisation for the putpose
of issuing any class of instruments in a public market; and

(d) its ultimate or any intermediate parent produces consolidated financial

statements that are available for public use and compiv, with HKFRS
or IFRS,

lllustration 61.1

PLtd hasa subsidiary, S Ltd. P Ltd is wholly-owned by U Ltd. They produce
financial statements that are available for public use in compliance with the
HKEFRS. As a result, U Ltd presents consolidated financial statements in
accordance with HKFRS 10,

Y61-200 © 2015 Wolters Kluwer Hong Kong Limited

ate Financial Statements

ion 61.2

lllustration S

Ltd is a company listed on Hong Kong Stock Exc;hangebﬁrgdusgoguifd
1 olidated financial statements that are available or PLIt e tin-Sz oo
;oﬂigo% interest in a subsidiary, 51 Ltd. S1 Ltd owns 70% tlrn el:;its pubiicly.
X ir debt or equity instrum

d 52 Ltd do not have their o r
y Ltg sgcl they are not in the process of issuing any class of énstrfn;:;:i
Fradiblic markets. P Ltd does not require its subsidiary 51 Ltd to pr
;I:)nsolidated financial statements. | :
lidated financial statements,
i , S1 Ltd need not present consolidated

In tvhilc;{seéaisteobtaMS the consent of the non-controlling interest holders not to

pigduce consolidated financial statements.

161-300. Preparation of separate financial statements

HKAS 27 (2011) requires that separate financial statements shall be prepared in
accordimnbe with all applicable HKFRS (para 9).

1., an entl y pIepaIES p i i ; i t fOl‘
‘ fh ¥ t't sepa ale tlI EliIClaI State.”le[lts. it Slla al( ()(.,U]l
i E;S{’mEIItS ill SubS‘diaI I'ES, j'Ollllt ‘91|t‘.11 es al’ld aSSOClatES e!ther (L’ara 0 .
my

(a) atcost; or
i ith HKFRS 9.
(b) in accordance wi : 2
ing for each category of investments.
i 11 apply the same accounting itegc
e intletr}it; haaccoulz\}ie}(]i for at cost shall be accognted.tor in accorgianc’fewvi.;lég
I}I;IV(';SRI;S “Non-current Assets Held for Sale and Dlscontmlued Optirath'onfassified
? i i i al group thatisc
ified as held for sale (or included in a disposal g :
thelzeaféefolisss;f:;. The measurement of investments accounted for in accordance
svsith HKERS 9 is not changed in such circumstances (para 10).

lllustration 61.3

P Ltd has a subsidiary, S Ltd, and an associate, A Ltd. P Ltd prepgreslsecl:tvsrtal_tz
financial statements in accordance with HKAS 27 (2011) and sele

following accounting policies for its investments:
«  Investment in subsidiary — at cost
*  Investment in associate — at fair value

The cost of the investment in S Ltd at 1 January 2Qx9 is $g,388,000 and its fair
value at financial year-end of 31 December 20x9 is $9,200,000.

§61-300
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The cost of the investment in A Ltd at 1 January 20x9 is $2,000,000 and it faial
A 318

value at financial year-end of 31 December 20x9 is $2,400,000. ments, the parent or investor shall identify the financial statements prepared

?ta;icordance with HKFRS 10, HKFRS 11 or HKAS 28 (2011) to which they relate.

The parent or investor shall also disclose in its separate financial statements

(para 17):
(a) the fact that the statements are separate financial statements and the
reasons why those statements are prepared if not required by law.

In this case, P Ltd, in its separate financi

ase, td, ancial statements, can choose dj
accounting policies for different category of investments. Accorlcflgirelnt
the accounting policy choices that P Ltd would apply (i.e. cost mode] e
fair value model for investment in subsidiary and associate r{—:'s;pectivgi;,c)1

complies with the requirements of HKAS 27 (2011).
(b) a list of significant investments in subsidiaries, joint ventures and

P Ltd would recognise the investment in S Ltd
at 31 December 20x9 at ic i ing:
$8,000,000. It would recognise the investment in A Ltd at 31 Decembecrc’zs(t},?gf o, ot

at its fair value of $2,400,000 with the gain from the change in fair valye of (i) - thename of those inyestess

the investment of $400 s . ; .

or loss. of $400,000 (52,400,000 - $2,000,000) being recognised in profi (ii) the principal place of business (and country of incorporation,
if different) of those investees

I (iii) its proportion of the ownership interest (and its proportion of the

An entity shall recognise a dividend from a subsidiary, a joint venture or gn voting rights, if different) held In those investees

associate in profit or loss in its separate financial statements when its right o (c) a deécription of the method used to account for the investments listed

receive the dividend is established (para 12). | uricer (b).
61 . The parent or investor shall also identify the financial statements prepared in
161-400 Disclosure accordaince with HKFRS 10, HKERS 11 or HKAS 28 (2011) to which they relate.

An entity shall apply all applicable HKFRS wh idi i

' | en providing disclosures in i
separate financial statements (para 15). For example, when a pgrent, in aCC(frclil;nlct: \
;\;(tjhi If[?;a!tra f{(a) of HKFRS 10, elects not to prepare consolidated financial statemente . %
: ead prepares separate financial statements, i is i :
Gl i prenaie (palia e nts, it shall disclose in those sepate

161-500 Sample disclosures

lllustration 61.4

(a) the fact that the financial statements are separate financial statemenis; that
the exemption from consolidation has been used; the name mndA;;riI{ci al
place of business (and country of incorporation, if different)\of the entii)ty
whose consolidated financial statements that comply wu’h HKERS ot
IFRS have been produced for public use; and the address where those
consolidated financial statements are obtainable.

(b) a list of significant investments in subsidiaries, joint ventures and
associates, including:

(i) the name of those investees

(ii) the principal place of business (and i i
the country of incorporation,
if different) of those investees / ;

(iii) its proportion of the ownership interest (and its proportion of the
voting rights, if different) held in those investees

(c) a description of the method used to account for the investments listed
under (b).

When a parent (other than a parent described above) or an investor with joint
control of, or significant influence over, an investee prepares separate financial

..

PLtd hasa wholly-owned subsidiary, S Ltd. The group prepares consolidated
financial statements in accordance HKFRS 10. Further, P Ltd is required by

law to present separate financial statements.

A sample disclosure from P Ltd’s separate financial statements is shown
below:

Note 1: Significant accounting policies

Investment in subsidiary (S Ltd)

The investment in S Ltd is measured at fair value with changes in the fair
value of the investment recognised in profit or loss.

These parent entity’s financial statements are presented in addition to
P Ltd’s consolidated financial statements for 20x9 prepared in accordance with

HKERS 10.

161-500
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